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Viceroy is dedicated to continuous improvement and innovation in all areas of our business: engineering, 


manufacturing, marketing and administration 
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Founded 48 years ago, Viceroy Homes is a leader in pre-engineered housing that 
offers high-quality building designs and materials combined with lower cost and 
reduced on-site construction time. Viceroy is the largest supplier of Canadian 
housing technology to a growing export market providing superior housing 


solutions for builders and developers around the world. 


The Company has vertically integrated manufacturing facilities located in 
Ontario and British Columbia. Viceroy's Class A Subordinate Voting Shares 


trade on the Toronto*Stock Exchange under the symbol VHL.A. 
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LETTER TO SHAREHOLDERS 


Fiscal 2003 was a year of consistent 
sales growth for Viceroy Homes, with an 
increase in every quarter, despite a 


challenging market environment. 


Our success has been fueled by our ability to meet 
the demand for higher quality, faster construction 
and more cost-effective housing. To Viceroy, 
providing “housing solutions for the world” means 
servicing distinct markets with increased 
throughput, quick-order turnaround and technical 
innovation. We are dedicated to continuous 
improvement of all areas of our business — manufac- 


turing, marketing, administration and engineering. 


Cornell model in Mississauga, one of several Viceroy 
sales courts across North America 


Our mandate remains the same after 48 years — to offer 
innovative, high-quality building designs and 
materials — and provide investors with stable, long- 
term returns. We are committed to our strategy and 
will stay the course in our core markets in order to 
achieve value creation for all stakeholders — investors, 


our team of builder/developers as well as homebuyers. 


SALES GROWTH IN CHALLENGING TIMES 

A commitment to internal growth and a focus on our 
core business led to a total consolidated sales increase of 
12% to $98.6 million in fiscal 2003, compared to $87.8 
million in fiscal 2002. Sales units increased by 13% 
over last year, while Japanese sales increased by 18% to 
$70.3 million (71% of total sales) from $59.5 million 


(68% of total sales one year ago). 


Unfortunately, the dramatic slide in the value of the 
US. dollar resulted in a negative adjustment of 
$675,000 in Q4 versus a gain of $108,000 in the same 
quarter one year ago (a negative swing of $783,000). 
We are cognizant of the ramifications of our exposure, 
and are proceeding cautiously, considering all relevant 


tax consequences. 


The impact of this issue, combined with a variety of 
factors in the Canadian economy, including the sharply 
and rapidly rising Canadian dollar, soaring insurance 
premiums and spikes in utility costs, hurt what was 
shaping up to be a respectable year. Net income for fiscal 
2003 was $3.2 million or $0.30 per share as compared to 
$5.1 million or $0.47 per share in fiscal 2002. 


Viceroy continues to have success at growing its 
business during challenging times. Based on 
increased activity in both Japan as well as North 
America, sales in the first quarter of fiscal 2004 are 
expected to hit a record, estimated to exceed those 


of the first quarter a year ago by up to 10%. 


EXPERIENCE AND INNOVATION 

Japan remains our most important market. We’re 
experiencing record volume despite pricing pressures 
and the ongoing deflationary slump. This is due in 
large part to our dedication to this distinct region, 
strategic relationships we continue to foster and our 
longevity in Japan. During the year we continued to 
offer the Japanese market product innovation to 
satisfy demand: kitchens, eco-efficiencies, reduced 
waste and time, and more affordable housing 


packages, specifically, the new “X-1” package. 


Notwithstanding recent currency pressure, the 
trend in the United States is positive: distribution is 
broadening with increased activity in California, 
Nevada and Alaska; more leads are being generated 
from the Internet, sales courts, print advertising and 
home shows. North American sales in the first 
quarter of fiscal 2004 are expected to exceed those 


in the first quarter last year by as much as 15%. 


We're seizing — and creating — opportunities for 
ourselves by bringing more production in-house, 
with greater overall mechanization in both our 
Richmond and Port Hope facilities. To expand the 
utilization of our state-of-the-art manufacturing 
equipment, we are introducing additional housing 
components to broaden our product offering and 
assist with the ongoing efforts to drive the retail 


business in North America. 


Invermere Model, Mississauga Sales Court 


Sales and marketing initiatives have been launched 
in North America, particularly targeting the US., 
where our housing packages continue to enjoy 
exemption from countervailing and anti-dumping 


duties applied to “softwood” commodities —-a 


competitive advantage for Viceroy. 


We made great advances during the year, successfully 
lobbying for the establishment of nation-wide 
customer financing in the U.S. and Canada. 
Partnering with established, national lenders allows 
Viceroy’s customers to obtain construction and 
mortgage financing to more efficiently facilitate the 
process. A major initiative is currently underway to 
upgrade and expand sales courts and dealer networks 


with new models in key markets across the country. 


We have recently released a comprehensive 170-page 
Owner/Builder Construction Manual —a major tool for 
the retail customer to aid in managing a Viceroy 
custom home project. This resource further differenti- 


ates Viceroy, as does our soon to be completed retail 


“coffee table” 
catalogue, CD and 


elem Uelitme tat 


brochure for : Viceroy’s Owner/Builder 
et Construction Manual 
dealers, which is o = A No-Nonsense Guide to 


— 


Building Your Custom Home 


targeted to the 
thriving U.S.-based 
builder/dealer 
network. Finally, to 
capitalize on the 
inroads we’ve made 
south of the border, To help individuals become 

owners/builders, we've developed 
we are also creating a “how to” project manual 


a new senior sales 


executive position. 


THE FUTURE 

First and foremost, we are innovators focused on 
erowth. Our strong technical offering, in terms of 
equipment, systems, delivery and personnel, 


continues to improve and become more efficient. 


Despite economic challenges in both Japan and 
North America, we remain optimistic about the 
increased sales activity in these key markets — partic- 
ularly about the expansion opportunities in North 
America. We continue to be an entrepreneurial, 
growth-oriented company with a consistent strategy 
and clear focus: to be the leader in pre-engineered 
housing, an innovator supplying state-of-the-art 


technology to a broadening international market. 


I would like to take this opportunity to thank those 
of you who share Viceroy’s vision for the future — 
our customers, investors, employees and partners. 
We will continue to work together to take Viceroy 
Homes to the next level of product innovation, 


service excellence and long-term revenue growth. 


Ged 


Gaylord Lindal 
Chairman, President & CEO 
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As a leader in providing housing solutions for the 
world, our key markets are diverse and distinct; we 
pride ourselves in creating a niche in pre- 
engineered housing both at home and abroad. For 
builder/developers in North America and Japan, the 
Viceroy name is synonymous with quality building 


designs, materials and service. 


JAPAN 

Patience and prudence has remained the hallmark of 
our business abroad. Our achievements in Japan 
have been significant. This is a sophisticated market 
with barriers to entry, pricing pressures, cultural 
nuances and exacting government standards. We 
have worked to cultivate strategic alliances at all 
levels, understand our competitors and demonstrate 
our long-term commitment to the market. We’ve 
won awards and continue to be recognized for our 
leadership position. To meet the demand for 
structural performance, innovation, quality 
materials and superior service we offer advanced 
design and engineering, manufacturing precision, a 


growing roster of popular housing components — and 


responsive, multi-lingual communication. 


A 


AND ABROAD 


Through difficult economic conditions, demand 
has steadily increased in Japan. Our two-by-four 
North American housing systems are economical 
and efficient in comparison to alternative 
construction methods and as such, this segment 


of the market is still experiencing growth. For 


fiscal 2003, sales to Japan increased by 18% to 
$70.3 million and the outlook for 2004 is for 


continued growth. 


Pictured above and across is a builder/dealer’s model in Japan 


We've remained responsive to our Japanese customers’ 
appetite for innovation by enhancing our state-of-the- 
art capabilities in Richmond and Port Hope. Our 
operations are streamlined, with specific teams 
devoted to all aspects of our business from start to 
finish, and we make process refinements in adminis- 
trative, design, engineering, manufacturing and 
shipping areas on a continual basis. We have taken 
this experience in Japan — the development of sophis- 
ticated and practical housing components and superior 
service levels — and leveraged that innovation and 


knowledge for the North American market. 


Chris Lindal, Executive Vice President and COO, participates in a 
ceremonial ritual in Japan, celebrating the opening of a customer's 
new sales office 


While Viceroy Homes has provided the domestic 
market with custom home packages since 1955, in 
recent years our builder/developer and owner 
network has expanded and, in fact, we have a 
renewed enthusiasm about opportunities we are 


creating for ourselves in North America. 


Despite the decline in the value of the U.S. dollar, 
Viceroy is seeing a positive overall trend in the 
United States with increased activity. True to our 
entrepreneurial nature, we are capitalizing on a 
market that is experiencing record low interest rates, 
making home ownership more appealing and viable. 
We have aligned ourselves with nation-wide lenders 
in both the United States and Canada (IndyMac 
Bank and HLC Home Loans Canada) to attract 
prospective clients and facilitate construction 


lending and mortgage financing for those customers. 


www.hicmorigages.com 


| J ~ aS 
Canadian national lender, HLC Home Loans Canada 


Our pre-engineered housing package shipments into 
the U.S. continue to be exempt from the softwood 
lumber/anti-dumping duties that provide a barrier 
to entry for other exporters, given the sheer volume 


of lumber necessary for home building. 


Custom Home Solusions 


a, 
~ om, 
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The recently revitalized viceroy.com now allows for Web-based 
synergies with nation-wide lenders in Canada and the U.S. 

While Viceroy uses print advertising and the 
Internet to broaden awareness, we are undertaking 
to expand the builder/dealer network in both 
Canada and, in particular, the United States. To 
reach the large contingent of smaller builders in 
the U.S. — a market we feel is relatively 
underserved — we're investing in various 
recruitment initiatives such as our new catalogues, 
how-to manuals, our lending partnerships, 
enhanced Web capabilities and, of course, an 


increasingly innovative product offering. 


Viceroy will continue to pursue entrepreneurial 
opportunities that expand on our leadership position 
as an exporter of Canadian housing expertise to the 


world with prudence and enthusiasm. 


Building Your Dream Home 
A Consumer's Guide to Construction Financing 


)iceroy ri Soe —— 


U.S. nation-wide lender, IndyMac Bank 
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EXPERIENCE AND INNOVATION 


As Canada’s leading exporter of pre-engineered 
housing, Viceroy Homes has a track record of 
offering unique housing solutions that date back to 
1955. This experience, combined with our size, 
scope, financial strength, efficiency and product 
innovation, continues to provide us with a 
competitive advantage with builders/developers 


both locally — and globally. 


Despite tough economic conditions and pricing 
pressures in Japan, the two-by-four North American 
wood frame housing system continues to be popular 
with its overall reduced waste and speed of 
construction and, in fact, grows in market share. To 
satisfy the demand of our discerning Japanese 
customers, we have become even more efficient 
with throughput, quick-order turnaround and 


technical innovation. 


SUPERIOR PRODUCTS, SUPERIOR SERVICES 
As the largest supplier of Canadian housing 
technology to a growing market, our leading-edge 
facilities offer superior manufacturing, high-quality 
building design and lumber efficiently packaged in 


ocean containers and ready to assemble. 


During the year, we continued to expand our 
product line internally, with greater overall 
mechanization in our Richmond, British Columbia 
and Port Hope, Ontario facilities. In addition to our 
current offering, which represents the components 
of a house to the stage of “shell to lock-up” 
(windows, doors, siding, roofing, panels and 
framing), we are further expanding through better 
utilization of our state-of-the-art manufacturing 
equipment as part of an ongoing effort to drive the 
retail business in North America, and develop a 
viable custom-builder base, particularly in the 
United States. With improved efficiencies in our 
154,000 square foot Port Hope operation, where 
we've implemented a computerized system to 
manage increased demand, we are pursuing opportu- 


nities to expand in-house processes, adding interior 


finishing components including kitchens, pine and 
oak flooring, ceiling paneling, wainscoting, interior 


doors and interior moldings. 


Our product offerings differentiate us — and 
demonstrate our strength as a leading manufacturer 
of building materials. For Viceroy Homes, “creating 
solutions” has particular significance. We have 
been proactive in finding better ways to design, 
manufacture, package and ship our products in 
order to maintain quality, while reducing cost, time 
and waste. This commitment to innovation 
resulted in our ISO 9000 certification in June 2002, 
recognized worldwide as being synonymous with a 
quality organization. In particular, our Japanese 
customers have responded favourably to this 
designation and the substantial process refinement, 
testing and thorough evaluation that we imposed 


on ourselves to achieve the accreditation. 


Stringent quality control and greater overall mechanization at our 


Richmond and Port Hope operations 


During the year, Viceroy partnered with nation-wide 
lenders in both the U.S. and Canada. These lenders 
are now providing Viceroy’s customers with construc- 
tion financing, as well as mortgage financing to 


expedite the process of becoming an owner/builder. 


A wide selection of kitchen components are customized exclusively in 
our Port Hope facility. Pictured above is the interior of Viceroy’s 


model in Montreal, Quebec 


Relationship building with customers is critical to 
the success of Viceroy Homes. Accordingly, we've 
enhanced sales and marketing efforts in North 
America, particularly targeting the United States, 
where our housing packages continue to enjoy 
exemption from céuntervailing and anti-dumping 
duties applied to “softwood” commodities. Our 
initiatives closer to home complement our exports 
abroad as both contribute to our overall business 
objectives of growing revenues, broadening the 
distribution network for our homes, attracting new 


customers and positioning Viceroy as a leader. 


As the Internet continues to be a cost-effective tool 
to broaden awareness of Viceroy Homes, and attract 
leads among homebuyers and builder/developers 
alike, viceroy.com has recently been revitalized 
both in terms of its content and aesthetics, creating 
an even more appealing showcase for our products 
and services. The overhaul also includes French 
language subject matter, to more effectively target 
and communicate with our growing Quebec market, 
and Web-based synergies with our lending partners 
in Canada and the United States. In addition to this 
virtual display of our pre-engineered homes, Viceroy 
is currently upgrading and expanding sales courts 


with new models in key markets across the country. 


Viceroy’s new revitalized Web site 


Many new print pieces are also contributing to the sales 
effort. In addition to increased advertising during the 
fiscal year, Viceroy created a new 170-page 
owner/builder construction manual, which is proving to 
be a major tool for retail customers managing Viceroy 
custom home projects. This customer service aid, along 
with our impending retail “coffee table” catalogue and 
CD featuring numerous new models and innovations, 
will help to further differentiate Viceroy. Viceroy also 
has a unique recruitment brochure in development 
targeting the thriving U.S. builder/dealer base — another 


important distribution network for our products. 


Our product and service enhancements are already 
having a positive effect with North American sales in 
the first quarter of fiscal 2004 expected to exceed those 
in the first quarter of last year by as much as 15%. First 
quarter 2004 sales to Japan are also estimated to 


outperform last year’s particularly strong first quarter. 


GOING FORWARD 

Viceroy Homes maintains a leadership position 
through diligence, technical innovation and 
compelling marketing strategies. We continue to derive 
further value from our Richmond and Port Hope 
operations through strengthened operations and 
greater mechanization — and pass that value on to our 
customers. As our product offering expands, and our 
service levels become even more refined and targeted 
to a diverse customer base, we’re better able to respond 
to the demand for efficient and effective housing 
solutions while maintaining a competitive advantage 


in the markets we serve at home and abroad. 
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MANAGEMENT‘’S DISCUSSION AND ANALYSIS 


RESULTS OF OPERATIONS 


SALES 

Total consolidated sales increased by 12% to $98.6 
million in fiscal 2003 from $87.8 million in fiscal 
2002, driven by an increase in sales units of 13% to 
1,872 from 1,657. In the fourth quarter of fiscal 
2003, total consolidated sales increased by 11% to 
$17.6 million from $15.8 million for the fourth 
quarter one year ago (326 units versus 310 in the 


fourth quarter one year ago). 


For the fiscal year, sales to Japan increased by 18% 
to $70.3 million (71% of total sales) from $59.5 
million (68% of total sales) one year ago. Sales to 
Japan in the fourth quarter increased by 14% to 
$14.8 million (84% of total sales) as compared to 
$13.0 million (82% of total sales). In the fourth 
quarter a year ago, sales were lower partly due to the 
Japanese builders holding orders pending the 
introduction of a Viceroy sales promotion, which in 
turn, led to a particularly strong first quarter of fiscal 
2003. Even with that strong performance last year, 
sales to Japan in the first quarter of fiscal 2004 are 


estimated to exceed last year’s first quarter. 


Sales in Canada increased by 10% to $17.5 million 
(18% of total sales) in fiscal 2003 as compared to $15.9 
million (18% of total sales) one year ago. Sales to 
customers in the United States decreased 12% to $9.8 
million (10% of total sales) for the year as compared to 
$11.1 million (13% of total sales) in fiscal 2002. 
During the seasonally quiet fourth quarter, sales to 
North America were $2.4 million versus $2.6 million 
in the fourth quarter one year ago ($1.8 million was 


the U.S. component in both periods). 


The decline in the value of the U.S. dollar reduces 
the sales value of the shipments to the United 
States. In the recent fourth quarter, this resulted in 
decreased sales of $150,000. The existing U.S. order 
book was built up using published U.S. dollar prices 
and therefore the compensating impact of issuing 


revised pricing will be delayed. Notwithstanding the 


currency pressure, the trend in the United States is 
positive: distribution is broadening, with increased 
activity in California, Nevada and Alaska; more 
leads are being generated from the Internet, print 
advertising and home shows; and, the new nation- 
wide customer financing program is having a 
positive effect. Sales to North America in the first 
quarter of fiscal 2004 are expected to exceed those in 


the first quarter last year by as much as 15%. 


Fiscal 2003 revenues included $906,000 of expired 
North American customer deposits versus $1.5 
million in fiscal 2002. A year ago, in the fourth 
quarter, forfeited deposits of $804,000 were recognized 
as income. In the most recent fourth quarter, there 
were no additional deposits forfeited and $153,000 of 
deposits were re-activated resulting in a negative 


swing of $957,000 on a quarterly comparison. 


Sales to North America also included $355,000 of 
HARDIPLANK coating business versus $287,000 a 
year ago. This third-party coating business is to be 
discontinued in fiscal 2004 with revenue in that 
period to be $11,000. 


Sales to customers in “other countries”, scattered 
among eight countries, were $926,000 in fiscal 2003 
versus $1.2 million in fiscal 2002 (ten countries). In 


the fourth quarter, sales to other countries were 


$356,000 versus $258,000 a year ago. 


GROSS PROFIT 

Gross profit was $17.0 million (17% of total sales) in 
fiscal 2003 as compared to $17.6 million (20% of 
total sales) in fiscal 2002. The ongoing Japanese 
deflationary slump has forced Viceroy to make price 
concessions to remain competitive (beginning in the 
winter of 2002). In addition, the new line of simpler 
Japanese packages that have been sourced out of the 
Port Hope, Ontario facility since the start of fiscal 
2003 (representing revenue of $3.8 million for the 
year and $993,000 for the fourth quarter), are priced 
at a lower margin. Notwithstanding improved 


efficiencies and increased throughput associated 
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with the introduction of new capital equipment, 
amortization expense in the manufacturing area was 
higher by $996,000 for the year and by $333,000 in 
the fourth quarter versus a year ago. In addition, 
machine parts/repairs and outside services were 
higher by $421,000 ($353,000 of this in the fourth 
quarter) as compared to fiscal 2002. In fiscal 2003, 
manufacturing salaries, overtime premiums and 
employee benefits were higher by $1.0 million (less 
than $100,000 of the variance occurred in the fourth 
quarter). Of the variance in employee benefits, 
almost $200,000 resulted from “W.S.I.B.” (Workers’ 
Safety and Insurance Board) and health insurance 
rate increases in the Province of British Columbia. 
Additional W.S.I.B. rate increases are scheduled to 
increase costs by $200,000 in fiscal 2004. Utilities 
were $233,000 higher for the year ($73,000 higher 
for the fourth quarter) versus a year ago. Property 
taxes, insurance and technical services supplies were 
$239,000 higher for the year ($65,000 higher for the 


fourth quarter) versus a year ago. 


As described above, the swing in the forfeited 
deposits and the reduction of the value of the U.S. 
receipts had a negative impact on the fourth 
quarter. Furthermore, since the drop in the value of 
the U.S. currency was late in the fiscal year, the 
benefit of certain (U.S. denominated) commodity 
material cost reductions were not significant in the 
period. As a result, in the most recent quarter, the 
gross profit was $442,000 (3% of total sales) as 
compared to $1.6 million (10% of total sales) in the 


fourth quarter one year ago. 


SELLING EXPENSES 

Selling costs were $6.5 million (7% of sales) in fiscal 
2003 as compared to $5.9 million (7% of sales) in 
fiscal 2002. In the most recent quarter, selling 
expenses were $1.3 million (8% of total sales) as 
compared to $1.3 million (8% of total sales) in the 
fourth quarter one year ago. Advertising and 
promotion expenses were $231,000 higher for the 
year ($83,000 higher for the fourth quarter) versus a 


year ago. Expenditures on outside services, property 
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taxes, insurance and postage/courier increased by 
$167,000 for fiscal 2003 ($46,000 in the fourth 


quarter) as compared to one year ago. 


GENERAL AND ADMINISTRATIVE EXPENSES 
General and administrative expenses were $5.0 
million (5% of sales) in fiscal 2003 as compared to 
$4.5 million (5% of sales) in fiscal 2002. In the fourth 
quarter, general and administrative expenses were 
$1.4 million (8% of total sales) as compared to $1.4 
million (9% of total sales) one year ago. Professional 
services were $341,000 higher for the year ($7,000 
higher for the fourth quarter) versus a year ago. Voice 
and data communications were $107,000 higher for 
the year ($33,000 higher for the fourth quarter) 
versus a year ago. Salaries for fiscal 2003 were slightly 


lower than the salary costs in fiscal 2002. 


OTHER (LOSS)/INCOME 

The other loss was $269,000 in fiscal 2003 as 
compared to positive other income of $1.1 million 
in fiscal 2002. As summarized in Note 6 to the 
consolidated financial statements, the other 
loss/income was comprised primarily of interest 
income, gains and losses on the translation of U.S. 
currency and the gain on the sale of capital assets. 
Reduced interest rates, throughout the year, 
contributed to interest income being lower by 
$312,000 in fiscal 2003 as compared to one year 
ago. In fiscal 2003, the translation of net U.S. assets 
resulted in a negative adjustment of $520,000 versus 
a U.S. currency translation gain of $273,000 in 
fiscal 2002 (a negative swing of $793,000). 
Although the U.S. currency began to weaken in the 
third quarter of fiscal 2003, the dramatic slide in the 
value of the U.S. dollar resulted in a fourth quarter 
negative adjustment of $675,000 versus a gain of 
$108,000 in the fourth quarter one year ago (a 
negative swing of $783,000). Although a significant 
portion of the net U.S. cash position was converted 
to Canadian currency during the first quarter of fiscal 
2004, the further deterioration of the U.S. dollar will 
result in additional negative adjustments of approxi- 


mately $350,000 in the first quarter of fiscal 2004. 
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In fiscal 2003, there was a $7,000 gain on the sale of 
equipment and in fiscal 2002, the gain on the sale of 
capital assets included a $103,000 gain on the sale 
of excess land in Port Hope, Ontario (realized in the 
first quarter) and $137,000 in gains on the disposal 
of various production equipment, only $2,000 of 


which occurred in the fourth quarter. 


INCOME TAXES 

Income tax expense was $2.0 million in fiscal 2003 
as compared to $3.2 million in fiscal 2002. For the 
fourth quarter, income tax recoverable was $1.1 
million as compared to $355,000 for the fourth 
quarter of fiscal 2002. Note 4 to the consolidated 
financial statements illustrates how the actual 
income tax expense varied from the effective 
income tax rates in fiscal 2003 and 2002. Of 
particular note is the fact that a portion of the 
negative currency adjustment that occurred in the 
recent fourth quarter was not subject to tax effect 
due to the fact that it arose from the translation of 
the net U.S. assets upon the consolidation of 


Viceroy’s subsidiary, Viceroy Homes, Inc. 


NET INCOME 


Net income for fiscal 2003 was $3.2 million or $0.30 


per share ($0.29 on a diluted basis, that is, after 
giving effect to the potential exercise of stock 
options) as compared to $5.1 million or $0.47 per 
share ($0.46 on a diluted basis) in fiscal 2002. For 
the fourth quarter, the net loss was $1.8 million, 
$0.16 per share ($0.16 on a diluted basis) as 
compared to a net loss of $567,000, $0.05 per share 
($0.05 on a diluted basis). 


LIQUIDITY AND CAPITAL RESOURCES 


WORKING CAPITAL 
Working capital was $19.2 million at the end of 


fiscal 2003 as compared to $18.6 million at the end 
of fiscal 2002. 


CASH FLOW FROM OPERATIONS 
The cash flow from operations, before changes in 


non-cash working capital, was $7.3 million in fiscal 


Ll Nt 


2003 as compared to $7.6 million in fiscal 2002. For 
the fourth quarter, the cash flow from operations, 
before changes in non-cash working capital, was 
$60,000 as compared to $475,000 in the fourth 


quarter one year ago. 


In fiscal 2003, the change in non-cash working 
capital utilized funds of $2.3 million due to the 
increase in short-term investments of $1.3 million, 
the increase in trade and other receivables of 
$646,000, the increase in inventory of $1.6 million, 
the increase in prepaid and other assets of $138,000 
and the reduction in customer deposits of $67,000 
net of the increase in trade and other payables of 
$305,000, and the reduction in income taxes 


recoverable of $1.1 million. 


The short-term investments consisted of money 
market instruments with original maturities varying 
between 134 and 180 days (between 127 and 182 


days a year ago). 


In fiscal 2002, the change in non-cash working capital 
utilized funds of $13.0 million due to the increase in 
short-term investments of $9.1 million, the reduction 
in trade and other payables of $1.0 million, the 
reduction in customer deposits of $686,000 and the 
reduction in income taxes payable (including the 
increase in income taxes recoverable) of $3.9 million 
net of the reduction in trade and other receivables of 
$53,000, the reduction in inventory of $1.6 million and 
the reduction in prepaid and other assets of $92,000. 


In the fourth quarter of fiscal 2003, the change in non- 
cash working capital utilized funds of $4.9 million due 
to the increase in short-term investments of $5.8 
million, the increase in prepaid and other assets of 
$141,000, and the reduction in income taxes payable 
(including the increase in income taxes recoverable) of 
$2.4 million net of the reduction in trade receivables of 
$355,000, the reduction in inventory of $1.1 million, 
the increase in trade and other payables of $1.0 million 


and the increase in customer deposits of $959,000. 


In the fourth quarter of fiscal 2002, the change in 
non-cash working capital utilized funds of $3.1 
million due to the increase in short-term 
investments of $24,000, the increase in trade and 
other receivables of $2.8 million, the reduction in 
trade and other payables of $1.0 million, and the 
increase in income taxes recoverable of $1.2 million 
net of the reduction in inventory of $1.5 million, the 
reduction in prepaid and other assets of $225,000 


and the increase in customer deposits of $299,000. 


FINANCING 

In fiscal 2003, share capital was issued in the amount 
of $22,000 upon the exercise of employee stock 
options ($10,000 in the fourth quarter of fiscal 2003). 
In fiscal 2002, share capital was issued in the amount 
of $160,000 upon the exercise of employee stock 
options ($88,000 in the fourth quarter of fiscal 2002). 


Under the current Normal Course Issuer Bid which 
expires October 30, 2003, no shares were 
repurchased in fiscal 2003. In the second quarter of 
fiscal 2002, pursuant to a Normal Course Issuer Bid 
that expired March 1, 2002, the Company 
repurchased 47,000 of its Class A Subordinate 
Voting Shares, for cancellation, at a cost of $196,000 
(at an average cost of $4.18 per share). Refer to Note 


3(e) to the consolidated financial statements. 


In fiscal 2003, quarterly dividends were paid at the 
rate of $0.075 per share amounting to $3.3 million 
for the year and $819,000 for the most recent fourth 
quarter. Effective June 1, 2001, the quarterly 
dividend was raised from $0.05 per share to $0.065 
per share and then effective December 1, 2001, the 
quarterly dividend was raised to $0.075 per share. 
Dividends paid in fiscal 2002 totaled $3.0 million 
($820,000 in the fourth quarter). 


In conjunction with the Dividend Reinvestment Plan 
(DRIP) (which came into force on July 10, 2001), 
share capital was issued in the amount of $12,000 in 
fiscal 2003 ($4,000 in the fourth quarter) and $6,000 in 
fiscal 2002 ($3,000 in the fourth quarter). 


Ah a ou I 


CAPITAL EXPENDITURES 

In fiscal 2003, proceeds of $14,000 were realized on 
the disposal of land. In fiscal 2002, proceeds of 
$462,000 were realized on the disposal of excess 
land in Port Hope, Ontario and $165,000 on the 
disposal of production equipment, of which $8,000 


was realized in the fourth quarter. 


In fiscal 2003, $62,000 was expended on land and 
building improvements (Nil in the fourth quarter), 
$408,000 on display courts ($237,000 in the fourth 
quarter), $2.9 million on machinery and equipment 
($223,000 in the fourth quarter), and $61,000 on 
vehicles ($39,000 in the fourth quarter). In fiscal 
2002, $173,000 was expended on land and building 
improvements ($36,000 in the fourth quarter), 
$7,000 on display courts (Nil in the fourth quarter), 
$8.7 million on machinery and equipment ($1.7 
million in the fourth quarter), and $52,000 on 
vehicles ($6,000 in the fourth quarter). 


Management believes that the current cash and 
cash equivalents, short-term investments and cash 
generated from operations will be sufficient to satisfy 
the Company’s operating requirements, including 


capital expenditures, for the next twelve months. 


RISK FACTORS AND OUTLOOK 


ECONOMIC AND REGULATORY FACTORS 

During fiscal 2002, the United States Government 
introduced “countervailing and anti-dumping” 
duties applicable to the importation into the United 
States of softwood lumber. The U.S. authorities 
have issued explanatory guidelines clarifying that 
the house package product Viceroy sells to its retail 


customers is exempt from these duties. 


For the convenience of its U.S. customers, Viceroy 
publishes its prices in U.S. currency for sales to that 
market. As a result, swings in the U.S./Canadian 
exchange rate can have a direct impact on the sales 


value of shipments to the United States. 
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The Company also continues to do a significant 
amount of business in countries outside of North 
America, in particular Japan. Although the 
Company contracts in Canadian dollars with respect 
to this international business, fluctuations in 
currency values in the countries in which the 
Company sells its products could make the 
Company’s products more or less expensive relative 
to domestic alternatives in those markets, or 


competing products manufactured in other countries. 


In addition, recession in another country can 
reduce demand and the customer’s ability to obtain 
project financing. The Company has been 
successful in expanding its business in Japan despite 
difficult economic times in that country. The “2-by- 
4” frame construction method of building a house in 
Japan is a very economical alternative to other 
traditional methods. As a result, this segment of the 


housing market is still experiencing growth. 


COMMODITIES 

The Company manufactures housing components 
using substantial amounts of Canadian lumber and 
plywood. External factors such as supply and demand, 
currency exchange rates and government interven- 
tion (from various countries) can impact the costs of 


these commodities and therefore profitability. 


COMPETITION 

Although competition to serve regions such as the 
Pacific Rim has generally not come from strong 
North American companies, — significant 
competition comes from within Japan, particularly 
at times when the Japanese Yen is weak. The 
Company has established strong customer relation- 
ships over the last eight-plus years and continually 
differentiates itself from competitors by demonstrat- 
ing continuous product and process improvement 
and innovation. On June 19, 2002, Viceroy 
received ISO 9000 certification. The ISO certifica- 
tion is recognized worldwide as being synonymous 
with a quality organization, and in particular, our 


Japanese customers have applauded our success in 


this very important undertaking. This bodes well for 


Viceroy’s success in its demanding marketplaces. 


LABOUR ORGANIZATION 

Effective April 1, 2002, the Company signed a five- 
year agreement with the “Retail and Wholesale 
Union” covering the hourly production workers in the 
Company's Richmond, British Columbia manufactur- 
ing facilities. As at October 1, 2000, the Company 
signed a three-year agreement with the “Retail 
Wholesale Canada/CAW Division Union” covering 
the hourly production workers in the Company’s Port 


Hope, Ontario manufacturing facility. 


OUTLOOK 

Viceroy is continuing to have success at growing its 
business during challenging times. Based on increased 
activity in both Japan as well as North America, sales 
in the first quarter of fiscal 2004 are expected to hit a 
record, estimated to exceed those of the first quarter a 
year ago by up to 10%. In the absence of certain 
factors, that is, excess U.S. foreign currency losses and 
wide swings in forfeited deposits, results in the next 


quarter should revert to more normal levels. 


Japan remains a key strategic market for Viceroy. 
Despite tough economic conditions, the market 
segment that Viceroy sells into (2-by-4 frame 
construction), continues to expand in Japan. With 
the deflationary slump in this market making it 
difficult to maintain pricing and putting pressure on 
profit margins, it is all the more important for 
Viceroy to reduce costs and to increase productivity, 
as the Company continues to deploy new capital 
equipment in the manufacturing process. 
Management is successfully responding to the 
substantial demand for increased throughput, quick 
order turnaround and technical innovation, not 
only in the manufacturing areas but throughout the 


administration and engineering processes. 


Closer to home, new marketing initiatives have been 
launched in North America, particularly targeting 


the United States where Viceroy’s house package 


enjoys exemption from countervailing and anti- 


dumping duties (applied to “softwood” commodities): 


>= Relationships have been established with 
financial institutions in both Canada and the 
United States. Since the winter of 2003 in the 
U.S. and May 2003 in Canada, these nation- 
wide lenders can now provide construction and 
mortgage financing to Viceroy’s customers 
enabling them to meet Viceroy’s payment terms. 
The U.S. institution, the second largest 
construction lender in the United States, has 
developed a database of several thousand 
established contractors spread throughout the 
country. This group can not only be of service to 
potential Viceroy customers but, in addition, 
represents an opportunity for Viceroy to expand 


and further develop its dealer network. 


>~ Viceroy is only several months away from the 
completion of its mew retail “coffee table” 
catalogue and CD. Numerous new models and 
innovations will be included in this major update 


of Viceroy’s well-known glossy marketing piece. 


LAST EIGHT QUARTERS 


Viceroy’s marketing Web site has been totally 


re-vamped bringing it to a much higher level. 


Viceroy has recently developed a 170-page 
“Owner/Builder Construction Manual” to 
act as a major tool for the retail customer to 
successfully manage his Viceroy custom 
home project. This represents one of the 
earliest customer service aids possible and 
will help to set Viceroy further apart from 


other packaged home providers. 


A major initiative is underway to upgrade and 


expand the sales court and dealer networks. 


To further utilize its state-of-the-art manufac- 
turing equipment, Viceroy is looking to 
introduce additional housing components to 
broaden its product offering. An expanded 
product line will assist in the ongoing efforts 
not only to grow the retail business in North 
America, but to help drive the development 
of a viable custom-builder customer base, 


particularly in the United States. 


2002 


Q4 Q3 
Net Sales $ 17,606 $23,006 $28,276 
Net Earnings (Loss) 
Total (1,788) 791 
Per Share (0.16) 0.07 
EPS Diluted (0.16) 


Q4 Q3 Q2 Ql 
$15,867 $22,032 $27,439 $22,480 


(567) 1,362 Dott 1,714 
(0.05) 0.13 0.23 0.16 
(0.05) Qulz 0.23 0.16 
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MANAGEMENT’S 
RESPONSIBILITIES: FOR 
CONSOLIDATED 
FINANCIAL STATEMENTS 


The consolidated financial statements of Viceroy Homes 
Limited have been prepared by management of the Company in 
accordance with generally accepted accounting principles in 
Canada. The financial data included elsewhere in this annual 
report is consistent with information included in the consoli- 


dated financial statements. 


Management maintains a system of internal controls which 
is designed to provide reasonable assurance that the 
Company’s assets are safeguarded and to facilitate the 
preparation of relevant, reliable and timely financial 
information. Where necessary, management uses judgement 
to make estimates required to ensure fair and consistent 


presentation of this information. 


The external auditors, appointed by the shareholders, have 
conducted an examination of the Company’s consolidated 
financial statements and have expressed an unqualified opinion 
thereon. During the course of their examination and review of 
internal controls, the auditors have had full and free access to 
the Audit Committee of the Board of Directors. The Audit 
Committee, consisting of independent members of the Board, 
has met with external auditors and with management to review 
the statements and has reported to the Board. Assisted by 
recommendations of the Audit Committee, the Board of 


Directors has approved the consolidated financial statements. 


Management recognizes its responsibility for conducting the 
Company's affairs in compliance with established financial 
standards and applicable laws and the maintenance of proper 


standards of conduct in its activities. 


Gaylord G. Lindal, 
Chairman, President @ CEO 


oe 
4 
ii 
LyfAapoow 
William R. Simpson, 
Vice-President, Finance and Secretary-Treasurer 


Toronto, Canada, June 20, 2003 


AUDITORS* “REPORT <1 O 
THE SHAREHOLDERS 


We have audited the consolidated balance sheets of Viceroy 
Homes Limited as at March 31, 2003 and 2002 and the 
consolidated statements of earnings, retained earnings and 
cash flows for the years then ended. These financial 
statements are the responsibility of the Company’s 
management. Our responsibility is to express an opinion on 


these financial statements based on our audits. 


We conducted our audits in accordance with Canadian 
generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and 
significant estimates made by management, as well as 


evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements 
present fairly, in all material respects, the financial position 
of the Company as at March 31, 2003 and 2002 and the 
results of its operations and its cash flows for the years then 
ended in accordance with Canadian generally accepted 


accounting principles. 


a) ye 
KEMG Lup 

Chartered Accountants 
Toronto, Canada, June 20, 2003 


CONSOLIDAT 


(In thousands of dollars) 
March 31, 2003 and 2002 


LAIN © Bo Seated 


: 2003 2002 
ASSETS 
Current assets: 
Cash and cash equivalents SS $ 1,665 
Short-term investments 10,459 9,156 
Accounts receivable 7,864 HOES 
Inventories (7,734 6,168 
Prepaid expenses and deposits 1,055 917 
Income taxes recoverable 215 1,306 
DAG aL 26,430 
Capital assets (note 2) 30,017 2OSO2 
Other assets 685 685 
$ 58,029 $ 56,817 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities: 
Accounts payable and accrued liabilities $ 3,602 $ 3,297 
Customer deposits 4,501 4568 
8,103 7,865 
Future income taxes 2,539 1,549 
Shareholders’ equity: 
Capital stock (note 3) 34,191 34,157 
Contributed surplus (note 3(e)) ; 3,123 BAS 
Retained earnings 10,073 10,123 
47,387 47,403 
Contingent liability (note 7) 
Commitments (note 9) 
$ 58,029 $ 56,817 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


Gand A ores 


Gaylord G. Lindal, Director 


William R. Simpson. Director 
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CONSOLIDATED STATEMENTS OF EARNINGS 


(In thousands of dollars, except per share amounts) 


Years ended March 31, 2003 and 2002 


2003 2002 
Sales $ 98,552 $ 87,818 
Cost of sales 81,524 70,178 
17,028 17,640 
Expenses: 
Selling 6,452 5,927 
General and administrative 5,034 4,541 
11,486 10,468 
Earnings from operations 5,542 72 
Other income (loss) (note 6) (269) 1,069 
Earnings before income taxes Dyas 8,241 
Income taxes (note 4) 2,048 33155 
Net earnings Cy Ban $ 5,086 
Earnings per share (note 3(f)): 
Basic 3 On $ 0.47 
Diluted 0.29 0.46 
Weighted average number 
of common shares outstanding 10,914,947 10,887,969 
See accompanying notes to consolidated financial statements. 
CONSOLIDATED STATEMENTS OF 
RETAINED EARNINGS 
(In thousands of dollars) 
Years ended March 31, 2003 and 2002 
2003 2002 
Retained earnings, beginning of year $910,123 $ 8,033 
Net earnings Bae) 5,086 
Dividends: 
Class A subordinate voting shares (1,998) (GES) 
Class B multiple voting shares (1277) (1,184) 
(3,275) (2,996) 
Retained earnings, end of year $ 10,073 $ 10,123 


See accompanying notes to consolidated financial statements. 


(In thousands of dollars) 
Years ended March 31, 2003 and 2002 


Can provided i Gecdl ne 


Net earnings B SyAvs 
Items not affecting cash: 
Amortization ( 3,148 
Future income taxes 990 
Gain on disposal of capital assets (7) 


Change in non-cash operating working capital (2,324) 


5,032 
Dividends paid (352,75) 
Issue of capital stock 34 
Repurchase of capital stock - 
(3,241) 
Proceeds on disposal of capital assets 14 
Purchase of capital assets _ (3,470) 
(3,456) 
Decrease in cash and cash equivalents (1,665) 


Cash and cash equivalents, beginning of year 1,665 


Gn and cash equivalents, end of year $ - 
Interest received $ (244) 
Income taxes paid 70 


See accompanying notes to consolidated financial statements. 


$ 5,086 


2,146 
650 
(240) 


(13,045) 


(5,403) 


(2,996) 
160 

(195) 

(3,031) 


627 
(8,913) 
(8,286) 

(16,720) 


18,385 


$1,665 


$ (618) 
6,167 
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(Tabular amounts in thousands of dollars, except per share amounts) 


Years ended March 31, 2003 and 2002 


(a) 


(b) 


(c) 


(d) 


(e) 


(f) 


The principal business of the Company is the design, manufacture and 
distribution of pre-engineered packaged homes. 


Consolidation: 


The consolidated financial statements include the accounts of the Company and its 
wholly owned subsidiary. 


Revenue recognition: 


Revenue is recognized at the time the product is shipped. When inactive customer 
contracts expire, the related deposits are deemed to be forfeited after a practical grace 
period and are reported as revenue. 


Cash and cash equivalents: 


Cash and cash equivalents consist of short-term deposits with maturities of less than 
three months at date of acquisition. Short-term deposits with maturities of three 
months or more at date of acquisition are included in short-term investments. 


Inventories: 
Inventories consist of raw materials and work in progress. 


Raw materials are carried at the lower of cost and replacement cost. Work in 
progress is carried at the lower of cost and net realizable value. 


Capital assets: 


Capital assets are recorded at cost less accumulated amortization. Amortization is 
provided on an annual basis using the following methods and rates: 


Asset __ Basis Rate 
Machinery and equipment Diminishing balance 20% 

Straight line 10% 
Buildings and paved areas Diminishing balance 5% and 10% 
Display courts Diminishing balance 20% 

Straight line 10% and 20% 
Vehicles Diminishing balance 30% 


Foreign currency translation: 


The Company’s foreign subsidiary is an integrated operation and, accordingly, its 

accounts are translated into Canadian dollars using the temporal method as follows: 

(i) Monetary assets and liabilities at the exchange rate prevailing at the end of the 
fiscal year. 

(ii) Non-monetary assets and liabilities at the exchange rate prevailing at the date 
the transaction occurred. 

(iii) Income and expenses at the average exchange rate for the fiscal year. 

All other exchange gains and losses are included in earnings in the year incurred. 


(g) Income taxes: 


(h) 


( 


+ 


J 


) 


The Company accounts for income taxes using the asset and liability method. Future 
tax assets are recognized for the future tax consequences attributable to differences 
between the financial statement carrying amounts and their respective tax bases. 
Future tax assets and liabilities are measured using enacted or substantively enacted 
tax rates expected to apply to taxable income in the years in which those temporary 
differences are expected to be recovered or settled. The effect on future tax assets 
and liabilities of a change in tax rates is recognized in earnings in the year that 
includes the enactment date. 


Measurement uncertainty: 


The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclosure of contingent 
assets and liabilities at the date of the financial statements and the reported amounts 
of revenue and expenses during the year. Actual results could differ from those 
estimates. 


Stock option plan: 


The Company has the ability to grant options to directors, officers and employees. 
No compensation expense is recognized when options are issued to these individuals. 
Any consideration paid to the Company on exercise of options is credited to capital 
stock on the consolidated balance sheets. 


In December 2001, The Canadian Institute of Chartered Accountants (the “CICA”) 
issued new accounting standards for Stock-based Compensation and Other Stock- 
based Payments, Handbook Section 3870, which establishes new standards for 
recognition, measurement and disclosure of stock-based compensation and other 
stock-based payments made to employees and non-employees in exchange for goods 
and services. The Company has adopted the new standards beginning April 1, 2002. 
The new standards allow the Company to account for the stock option plan which 
provides “exempt awards to employees” using the settlement method previously 
applied. The Company determined that the adoption of the new standards did not 
impact its consolidated financial statements. 


Earnings per share: 


Basic earnings per share are calculated based on the weighted average number of 
shares outstanding for the year. 


Diluted earnings per share, in addition to the weighted average number of shares 
determined in basic earnings per share, includes the net number of additional shares 
that would be issued as determined by the treasury stock method. 
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(a) 


Land $ 4,618 $ $ 4,618 
Machinery and equipment 33,981 13,858 20,123 
Buildings and paved areas TOW 4,152 B99 
Display courts PSO ie 1,055 
Vehicles 1,266 1,076 190 
Capital assets under development —_—_- 476 ‘ es ae (6 

$ 50,875 $ 20,858 $ 30,017 
Land $ 4,618 $ ~ $ 4,618 
Machinery and equipment 29,745 12,453 17,292 
Buildings and paved areas 5,835 2,616 3,219 
Display courts 3,070 LOL 999 
Vehicles 1,206 1,008 198 
Capital assets under development 3,376 is oe HO 

$ 47,850 $ 18,148 $ 29,702 


Capital assets under development will be amortized in the year commencing with the 


assets being put into production and includes predominantly machinery and equipment. 


Land includes approximately $2.7 million paid by the Company for a lease for land in 
Southeast Asia for 50 years commencing June 10, 1997, after which the lease is 
renewable at the Company’s option for an additional 25 years under the same terms and 
conditions. Currently, local property laws forbid foreign companies from owning land. In 
the event that the law changes during the term of the lease, the Company will arrange 
for the lease to be converted into a freehold interest. The Company will depreciate the 
land over the remaining term of the lease once the facility to be constructed thereon has 
been put into production. 


Pursuant to the lease agreement and subsequent extensions, the Company is required to 
submit plans for the facility to be constructed on the site by June 16, 2004 and final 
completion is required within three years from the date of approval of the plan. Should 
the Company fail to meet these terms, the lessor can terminate the lease agreement. 


In the event that the Company does not meet its undertakings pursuant to the lease and 
the lessor terminates the lease, then the lessor is required to refund the portion of the 
lease payment (net of associated costs) related to the unexpired term of the lease. 


Authorized capital stock of the Company consists of an unlimited number of first 
preference shares, non-voting, issuable in series; Class A subordinate voting shares 


(the “Class A shares”); and Class B multiple voting shares (the “Class B shares”). 
The significant features attached to the Class A and the Class B shares are as follows: 


(i) The Class A shares carry one vote per share and the Class B shares carry 10 
votes per share. 


(ii) Each Class B share is convertible into one Class A share at any time at the 
option of the holder. 


(b) 


(d) 


(e) 


Issued capital stock of the Company is as follows: 


6,666,861 Class A shares (2002 - 6,655,199) $ 33,568 Se aasan 
A240) Class B shares (2002 a PLE) 623 a = 623 : 
$ 34,191 $ 34,157 


The Company has an employee share option plan to purchase Class A shares. At 
March 31, 2003, 1,009,276 (2002 - 1,018,776) of these options have been reserved for 
future issuance, of which 844,000 options have been issued and are outstanding. Under 
the terms of the share option plan, each option vests as to 20% of the optioned shares 
one year after the date of grant and 20% in each twelve-month period thereafter. The 
options will expire on the tenth anniversary of the date of grant unless exercised before 
such anniversary. The latest date for the expiry of the options outstanding at March 31, 
2003 is June 26, 2011. In 2003, the Company issued 9,500 shares under the plan. 


Changes in the share option plan are as follows (in thousands, except per share amounts): 


‘Weighted Weighted — 
average average 
exercise exercise 

a Options price Options price 
Outstanding, beginning 

of year 914 $ 4.19 973 $ 4.05 
Granted = = 8 525 
Exercised (10) B33 (67) Dil 
Cancelled _ Daal (60) 4.73 = = 
Outstanding, end of year 844 4.22 914 419 


The following summarizes information about stock options outstanding at 


March 31, 2003: 


Options outstanding Options exercisable 

Weighted 
average Weighted Weighted 
Range of remaining average average 
exercise Number contractual exercise Number exercise 
prices _— outstanding __ life in years __ price exercisable price 
$2.00 - $3.95 493 BAT $ 2.90 417 $2.78 
$4.15 - $6.55 ey 394 6.06 347 6.07 
844 Feo 4.22 764 4.27 


The Company has established a Dividend Reinvestment Plan. The plan enables 
eligible holders of shares of the Company who are residents of Canada to purchase 
additional Class A shares. Eligible shareholders have the choice of either receiving 
cash dividends or automatically reinvesting all of their cash dividends in Class A 
shares of the Company. At the option of the Company, the additional Class A shares 
will either be treasury shares purchased directly from the Company or will be 
purchased on The Toronto Stock Exchange. In 2003, the Company issued 2,162 


shares under the Dividend Reinvestment Plan. 


The Company has a Normal Course Issuer Bid which expires on October 30, 2003. 
During fiscal 2003, under its Normal Course Issuer Bid, the Company did not repurchase 
and cancel any shares (2002 - 47,000 shares at an average price of $4.18 per share). Upon 
cancellation of the shares in 2002, the difference between the stated value and the price 


on repurchase of $43,500 was credited to contributed surplus. 


ie 
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(f) Basic and diluted earnings per share were calculated as follows (in thousands, except 


per share amounts): 


Basic earnings per share computation: 


Numerator: 
Net earnings 8 By 225 $ 5,086 
Denominator: . 
Average common shares outstanding 10,915 10,888 
Basic earnings per share $ 0.30 $ 0.47 
Diluted earnings per share computation: 
Numerator: 
Net earnings $ 3,225 $ 5,086 
Denominator: 
Average common shares outstanding 10,915 10,888 
Average employee stock options == 259 7 z TA 
Total average common shares outstanding 11,174 REIS) 
Diluted earnings per share $ 0.29 $0.46 


In determining the average common shares outstanding for purposes of the diluted 
earnings per share calculations, 305,500 options have not been included in the 


calculation since they are not dilutive. 


Total income tax expense varies from the amounts that would be computed by 
applying the effective income tax rate to the earnings before income taxes as follows: 


Effective income tax rate 38.5% 43.5% 


Expected income tax expense based upon 


earnings before income taxes $ 2,030 $ 3,585 
Lower effective tax rate due 

to foreign jurisdictions (3) (210) 
Manufacturing and processing credit (106) (313) 
Non-deductible loss on foreign exchange 181 93 
Other = (54) : wait ee 
Actual income tax expense $ 2,048 ‘ $ 3,195 


The future tax liability arises predominantly from higher net book value on capital 


assets than the tax values. 


The design, manufacture and distribution of pre-engineered packaged homes are 
considered to be a single industry segment. These products are manufactured in Canada 
and sold in Canada, the United States, Europe and Southeast Asia. Sales to one large 
consortium of Japanese builders represent $70,080,000 (2002 - $57,972,000) of the 
Company’s total sales. Sales, based on the location of the customer, are as follows 


(see top of page 24): 


Canada $ 17,483 . = $ 15,954 
United States 9,807 11,148 
Japan 70,336 59,503 
Other = ___926 LP 
Total sales $ 98,552 —— . $ 87,818 


The Company’s capital assets are located in the following countries: 


Canada $26,498 $26,147 
United States 809 845 
Philippines 7 2.7107 = ANC 
$ 30,017 $29,702 

Interest income - $ 244 ; SO 
Foreign currency exchange gain (loss) (520) LS 
Gain on sale of capital assets 7 — “esa 240 
$ (269) $ 1,069 


The Company has been named as a co-defendant in a personal injury lawsuit against 
one of its dealers. The Company denies the allegation and intends to defend the 
action. In the opinion of management, this matter is without substantial merit. The 
costs related to the lawsuit cannot be reasonably estimated, and accordingly, no 


provision has been made in the accounts. 


The carrying values of cash and cash equivalents, short-term investments, accounts 
receivable and accounts payable and accrued liabilities approximate their fair values 


due to the short-term maturity of these financial instruments. 


The Company has entered into commitments to lease premises in British Columbia 


and certain office equipment. The lease commitments are as follows: 


2004 $ 980 
2005 1,154 
2006 1,036 
2007 813 
2008 and thereafter = — 767 


$ 4,750 
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Viceroy Homes shipped its first home to Japan in fiscal 1995 


Gales $98,552 $87,818 $87,256 $66,146 $49,580 $44,425 $46879 $42,359 $ 24,814 

Cost of sales 81,524 70,178 68,435 55,255 41,881 37,253 37,743 3) 07 ee lene 
17,028 17,640 18,821 10,891 7,699 pe: 9.136 9317 iil 

Selling 6,452 5,927 5,736 4221 4 636 4118 3,995 4667 4586 

General and 

Administrative 5,034 4541 4183 3,805 3,580 3,106 2,629 2,136 1,870 
11,486 10,468 9,919 8,026 8,216 7,224 6,624 6,803 6,456 

Earnings (loss) 

from operations 5,542 7,172 8,902 2,865 (517) (52) 252 2,514 (3,185) 

Other income (loss) (269) 1,069 1,595 1,074 1,446 1,576 659 340 (889) 

Earnings (loss) 

before income taxes 5,273 8,241 10,497 3939 929 1,524 oil 2,854 (4,074) 

Income taxes 2,048 3, (15)5) 3,968 1,596 389 6ol is 623 (1,231) 

Net earnings 

(loss) G3 225 $ 5,086 $ 6,529 $ 2343 $ 540 $ 833 $ 2,053 O23 $ (2,843) | 

Earnings (loss) 

per share $ 0.30 $ 0.47 $ 0.60 $ 0.20 $ 0.05 $ 0.07 S$ O21 $ 0.23 $ (0.29) 

EPS diluted $ 0.29 $ 0.46 $ 0.59 $ 0.20 $ 0.05 $ 0.07 $ 60.18 pods $ (0.29) 

Class A $ 0.30 $ 0.28 C5 $ 0.10 OO) $ 0.15 Sy OHS $ 0.1125 $ 0.10 

Class B $030 $028 $0175 <3) 1 he OS ae 


Total Assets $ 58,029 $56,817 $58,407 $49,060 $48,710 $47,082 $ 53,894 $27,499 $25,564 _ 
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Board of Directors 


Gerald R. W. Armstrong 


1997 
Bruce Buckley“? 19D 
Hugh Heron 1998 
Gaylord G. Lindal ®® O55 
John E. Panneton 1997 
Victor Prousky 1998 
Christopher S. Ridabock? 1995 
William R. Simpson 1988 


(1) Member of the Audit Committee. 
(2) Member of the Corporate Governance Committee. 
(3) Member of the Nominating and 


Compensation Committee. 


Gaylord G. Lindal 
Chairman, President & CEO 


Christopher H. Lindal 
Executive Vice President & COO 


William R. Simpson 


Vice President, Finance and Secretary-Treasurer & CFO 


414 Croft Street East 

Port Hope, Ontario LIA 4H1 
Telephone: (905) 885-8600 
Fax: (905) 885-8362 


www.viceroy.com 


Viceroy Homes, Inc. 
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August 12, 2003, 4:30 pm 

The Toronto Stock Exchange 
Conference Centre 

Exchange Tower, Ground Floor 
130 King Street W. (at York St.) 


Toronto, Ontario 


Gaylord Lindal or William Simpson 
(905) 885-8600 

Register to receive all Viceroy Homes 
news releases by email in the investor 


relations section at www.viceroy.com 
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